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as collateral in a securities lending 
transaction. When the exchangeable 
CMO is associated with one of these 
two transactions, it need not conform 
to the conditions in paragraphs 
(h)(5)(i)(A) or (B) of this section. 

(i) Conflicts of interest. A corporate 
credit union’s officials, employees, and 
immediate family members of such in-
dividuals, may not receive pecuniary 
consideration in connection with the 
making of an investment or deposit by 
the corporate credit union. Employee 
compensation is exempt from this pro-
hibition. All transactions not specifi-
cally prohibited by this paragraph 
must be conducted at arm’s length and 
in the interest of the corporate credit 
union. 

(j) Grandfathering. A corporate credit 
union’s authority to hold an invest-
ment is governed by the regulation in 
effect at the time of purchase. How-
ever, all grandfathered investments are 
subject to the requirements of §§ 704.8 
and 704.9. 

[62 FR 12938, Mar. 19, 1997, as amended at 63 
FR 24105, May 1, 1998; 67 FR 65654, Oct. 25, 
2002; 69 FR 39832, July 1, 2004] 

§ 704.6 Credit risk management. 
(a) Policies. A corporate credit union 

must operate according to a credit risk 
management policy that is commensu-
rate with the investment risks and ac-
tivities it undertakes. The policy must 
address at a minimum: 

(1) The approval process associated 
with credit limits; 

(2) Due diligence analysis require-
ments; 

(3) Maximum credit limits with each 
obligor and transaction counterparty, 
set as a percentage of capital. In addi-
tion to addressing deposits and securi-
ties, limits with transaction 
counterparties must address aggregate 
exposures of all transactions including, 
but not limited to, repurchase agree-
ments, securities lending, and forward 
settlement of purchases or sales of in-
vestments; and 

(4) Concentrations of credit risk (e.g., 
originator of receivables, insurer, in-
dustry type, sector type, and geo-
graphic). 

(b) Exemption. The requirements of 
this section do not apply to invest-
ments that are issued or fully guaran-

teed as to principal and interest by the 
U.S. government or its agencies or en-
terprises (excluding subordinated debt) 
or are fully insured (including accumu-
lated interest) by the NCUSIF or Fed-
eral Deposit Insurance Corporation. 

(c) Concentration limits—(1) General 
rule. The aggregate of all investments 
in any single obligor is limited to 50 
percent of capital or $5 million, which-
ever is greater. 

(2) Exceptions. Exceptions to the gen-
eral rule are: 

(i) Aggregate investments in repur-
chase and securities lending agree-
ments with any one counterparty are 
limited to 200 percent of capital; 

(ii) Investments in corporate CUSOs 
are subject to the limitations of 
§ 704.11; and 

(iii) Aggregate investments in cor-
porate credit unions are not subject to 
the limitations of paragraph (c)(1) of 
this section. 

(3) For purposes of measurement, 
each new credit transaction must be 
evaluated in terms of the corporate 
credit union’s capital at the time of 
the transaction. An investment that 
fails a requirement of this section be-
cause of a subsequent reduction in cap-
ital will be deemed nonconforming. A 
corporate credit union is required to 
exercise reasonable efforts to bring 
nonconforming investments into con-
formity within 90 calendar days. In-
vestments that remain nonconforming 
for 90 calendar days will be deemed to 
fail a requirement of this section and 
the corporate credit union will have to 
comply with § 704.10. 

(d) Credit ratings. (1) All investments, 
other than in a corporate credit union 
or CUSO, must have an applicable cred-
it rating from at least one nationally 
recognized statistical rating organiza-
tion (NRSRO). 

(2) At the time of purchase, invest-
ments with long-term ratings must be 
rated no lower than AA– (or equiva-
lent) and investments with short-term 
ratings must be rated no lower than A– 
1 (or equivalent). 

(3) Any rating(s) relied upon to meet 
the requirements of this part must be 
identified at the time of purchase and 
must be monitored for as long as the 
corporate owns the investment. 
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(4) When two or more ratings are re-
lied upon to meet the requirements of 
this part at the time of purchase, the 
board or an appropriate committee 
must place on the § 704.6(e)(1) invest-
ment watch list any investment for 
which a rating is downgraded below the 
minimum rating requirements of this 
part. 

(5) Investments are subject to the re-
quirements of § 704.10 if: 

(i) One rating was relied upon to 
meet the requirements of this part and 
that rating is downgraded below the 
minimum rating requirements of this 
part; or 

(ii) Two or more ratings were relied 
upon to meet the requirements of this 
part and at least two of those ratings 
are downgraded below the minimum 
rating requirements of this part. 

(e) Reporting and documentation. (1) 
At least annually, a written evaluation 
of each credit limit with each obligor 
or transaction counterparty must be 
prepared and formally approved by the 
board or an appropriate committee. At 
least monthly, the board or an appro-
priate committee must receive an in-
vestment watch list of existing and/or 
potential credit problems and summary 
credit exposure reports, which dem-
onstrate compliance with the corporate 
credit union’s risk management poli-
cies. 

(2) At a minimum, the corporate 
credit union must maintain: 

(i) A justification for each approved 
credit limit; 

(ii) Disclosure documents, if any, for 
all instruments held in portfolio. Docu-
ments for an instrument that has been 
sold must be retained until completion 
of the next NCUA examination; and 

(iii) The latest available financial re-
ports, industry analyses, internal and 
external analyst evaluations, and rat-
ing agency information sufficient to 
support each approved credit limit. 

[62 FR 12938, Mar. 19, 1997, as amended at 67 
FR 65654, Oct. 25, 2002] 

§ 704.7 Lending. 
(a) Policies. A corporate credit union 

must operate according to a lending 
policy which addresses, at a minimum: 

(1) Loan types and limits; 
(2) Required documentation and col-

lateral; and 

(3) Analysis and monitoring stand-
ards. 

(b) General. Each loan or line of cred-
it limit will be determined after ana-
lyzing the financial and operational 
soundness of the borrower and the abil-
ity of the borrower to repay the loan. 

(c) Loans to members—(1) Credit 
unions. (i) The maximum aggregate 
amount in unsecured loans and lines of 
credit to any one member credit union, 
excluding pass-through and guaranteed 
loans from the CLF and the NCUSIF, 
must not exceed 50 percent of capital. 

(ii) The maximum aggregate amount 
in secured loans and lines of credit to 
any one member credit union, exclud-
ing those secured by shares or market-
able securities and member reverse re-
purchase transactions, must not exceed 
100 percent of capital. 

(2) Corporate CUSOs. Any loan or line 
of credit must comply with § 704.11. 

(3) Other members. The maximum ag-
gregate amount of loans and lines of 
credit to any other one member must 
not exceed 15 percent of the corporate 
credit union’s capital plus pledged 
shares. 

(d) Loans to nonmembers—(1) Credit 
unions. A loan to a nonmember credit 
union, other than through a loan par-
ticipation with another corporate cred-
it union, is only permissible if the loan 
is for an overdraft related to the pro-
viding of correspondent services pursu-
ant to § 704.12. Generally, such a loan 
will have a maturity of one business 
day. 

(2) Corporate CUSOs. Any loan or line 
of credit must comply with § 704.11. 

(e) Member business loan rule. Loans, 
lines of credit and letters of credit to: 

(1) Member credit unions are exempt 
from part 723 of this chapter; 

(2) Corporate CUSOs are not subject 
to part 723 of this chapter. 

(3) Other members not excluded 
under § 723.1(b) of this chapter must 
comply with part 723 of this chapter 
unless the loan or line of credit is fully 
guaranteed by a credit union or fully 
secured by U.S. Treasury or agency se-
curities. Those guaranteed and secured 
loans must comply with the aggregate 
limits of § 723.16 but are exempt from 
the other requirements of part 723. 

(f) Participation loans with other cor-
porate credit unions. A corporate credit 
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